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1 Child Care and the Supply
of Labor in Canada
and the United States
Charles Michalopoulos 
Manpower Demonstration Research Corporation
Philip K. Robins 
University of Miami
Increases in the employment of married women over the past few 
decades have been accompanied by changes in child-care choices. 
Today, more than one-half of all preschool children receive care during 
part of the day by someone other than their parents. Among children 
of employed parents, there has been an increasing trend toward the use 
of formal types of child-care arrangements, such as day-care centers 
and group day-care homes. Because the child-care market has become 
so important, economists have intensified their efforts to understand 
the market. Economists in both the United States and Canada have 
studied the effects of child-care prices on women's employment (Blau 
and Robins 1988; Connelly 1992; Kimmel 1995a; Cleveland, Gunder- 
son, and Hyatt 1994), the effects of child-care prices on receipt of wel 
fare (Connelly 1990; Kimmel 1995b), the effects of child-care costs on 
fertility (Blau and Robins, 1989), and the effects of child-care subsi 
dies on employment and child-care costs (Heckman 1974; Hofferth 
and Wissoker 1992; Michalopoulos, Robins, and Garfinkel 1992; Ribar 
1992, 1995; Cleveland and Hyatt 1994). All of these studies examine 
choices using data from a single country, either the United States or 
Canada. In contrast, this paper examines child-care choices in both 
countries, using a pooled data set based on national surveys in each 
country. Our objective is to exploit variation between the two coun 
tries to obtain better estimates of the factors that affect child-care and 
employment decisions.
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Several recent papers have examined the effects of child-care sub 
sidies in the United States on child-care choices and employment of 
mothers of young children. Hofferth and Wissoker (1992) predicted 
that subsidies would have a substantial effect on the mode of care cho 
sen. According to their estimates, if states were to increase subsidies to 
nonparental care by 10 percent, there would be an 11 to 30 percent 
increase in the use of center-based care, a 6 to 10 percent increase in 
care by relatives, and a 12 to 18 percent reduction in parental care. 
Michalopoulos, Robins, and Garfinkel (1992) find that increases in 
child-care subsidies would increase child-care expenditures, but such 
subsidies might have little impact on either the quality of care or the 
employment of mothers of young children. According to their esti 
mates, making the U.S. child-care tax credit considerably more pro 
gressive would more than triple child-care expenditures and increase 
child-care subsidies by a factor of eight. Even with such massive 
changes, however, they predict that the quality of child care would 
increase by only 30 percent and that hours worked by mothers of 
young children would increase by only 6 percent. 1
A potential problem with estimating the effects of child-care subsi 
dies using data from only one country is that parents are eligible for 
many of the same subsidies. For example, both countries have subsi 
dies through the federal income tax, which depend on a family's tax 
able income and child-care expenses. In principle, all families within a 
country have the same incentives because all are subject to the same 
income tax system. Previous studies have examined the effects of sub 
sidies within a particular country using instruments to predict potential 
subsidies. Michalopoulos, Robins, and Garfinkel, for example, used 
nonlabor income and predicted wage rates to determine potential sub 
sidies.
Previous research has also found that higher child-care prices 
reduce the use of market care and lower the likelihood of employment 
of mothers of young children. However, the magnitude of this effect is 
still being debated in the literature (See Blau [1995], for example). 
Ribar (1992) found relatively large effects of prices, while Micha 
lopoulos, Robins, and Garfinkel (1992) found very small effects. 
Chaplin et al. (1996) found that the effect of price is quite sensitive to 
the definition of price. As with subsidies, child-care prices are not 
given solely by providers but depend on a family's choices. Due to
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economies of scale, parents who work full time can expect to pay less 
per hour of care than those who work part time, if the care is of the 
same type and quality (Folk and Beller 1993). Parents can also choose 
from a variety of types of care, each with a different quality and price.
In this chapter, we follow previous studies in examining the effects 
of economic factors on child-care and employment choices. However, 
we add to previous studies by using pooled data from Canada and the 
United States in examining choices. Because there is a natural separa 
tion of markets between the two countries, and because the citizens of 
the two countries are subject to different systems of subsidies and reg 
ulations, we should be able to exploit exogenous differences in prices, 
wages, and subsidies to obtain more precise estimates of the effects of 
economic factors on child-care and employment choices.
According to two national surveys of child care, about half of 
Canadian and U.S. mothers of preschool children work in a given 
week, and Canadian families are slightly less likely to use parental care 
and center care as the primary source of care for children under age 13. 
Among mothers who work full time, however, Canadian mothers are 
only about two-thirds as likely to use center care and correspondingly 
are more likely to use other non-relative care. Among mothers who do 
not work, Canadian mothers are much more likely than U.S. mothers to 
use center care and correspondingly are less likely to use parental care. 
After controlling for various economic and demographic factors, we 
find that if Canadians were to face the same economic circumstances 
as U.S. mothers, they would be somewhat less likely to work full time. 
When they do work full time, Canadian mothers are less likely to use 
center care; when they do not work, however, Canadian mothers are 
less likely to use parental care. However, we find little role for differ 
ences in prices and subsidies in affecting these child-care choices.
This chapter has two objectives. The first is to describe child-care 
programs and choices in the two countries. The second is to assess the 
importance of economic differences between the two countries in 
child-care and employment choices. In the following sections, we 
summarize the major child-care subsidy programs in the two countries 
and discuss their respective regulations; we use national survey data 
from each country to examine differences in child-care choices and 
child-care prices; and we provide an assessment of the role of differ-
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ences in tax credits, prices, and regulations, as well as other economic 
and demographic factors.
CHILD-CARE POLICIES IN CANADA AND 
THE UNITED STATES
Federal and local child-care policies are similar in Canada and the 
United States, but there are some differences. Both countries provide 
subsidies directly to parents though their federal income tax systems, 
as well as through subsidies targeted toward low-income families. In 
both countries, state and provincial governments regulate child-care 
providers. In addition, the Canadian provinces and most of the United 
States provide additional tax relief to users of child care. One key dif 
ference between the two countries has to do with state and provincial 
subsidies. While state spending in the United States is dwarfed by fed 
eral spending, provincial subsidies to providers who care for children 
in needy families are larger than federal expenditures in Canada. 
While state subsidies in the United States are largely targeted toward 
families receiving welfare, many more families in Canada are eligible 
for subsidies.
Federal Subsidies
In the United States, the federal government spent nearly $10 bil 
lion in 1992 on a complicated array of at least 41 federal programs that 
spend money directly on child care plus five additional programs that 
give tax breaks for families with child-care expenditures. The largest 
federal government expenditures were $2.8 billion for the child-care 
tax credit (which works through the federal income tax code) and $2.2 
billion for the Head Start program. 2 In addition, the federal govern 
ment provided about $3 billion in grants to the states, including $1.1 
billion on the Child Care Food Program, $300-$400 million each on 
child care for families receiving Aid to Families with Dependent Chil 
dren (AFDC), at-risk children, and the Child Care and Development 
Block Grant (Committee on Ways and Means of the U.S. House of 
Representatives 1993), and approximately $800 million on the Title
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XX Social Services Block Grant. 3 Another $3 billion in tax revenue 
was lost through tax exclusions for employer-provided child care.
The Canadian child-care subsidy system appears to be somewhat 
simpler than the U.S. system. As in the United States, the Canadian 
federal government subsidizes child care through the income tax code. 4 
In 1989, about 600,000 families claimed the tax credit, for a tax sav 
ings of $288.5 million (Hess 1992). (Note that throughout this paper, 
Canadian expenditures are converted to U.S. dollars using a conversion 
rate of 0.75 U.S. dollars per Canadian dollar.) The Canadian govern 
ment also provides grants to the provinces, which are used to subsidize 
child care for needy families. In contrast to the array of federal pro 
grams in the United States, the Canadian government provides funds to 
the provinces primarily through one program, the Canadian Assistance 
Plan (CAP) (Child Resource and Research Unit 1993).
The federal tax-based subsidies in the two countries are quite simi 
lar. Each limits the subsidy based on parents' taxable income, so that 
poor families with low tax bills have limited access to the subsidy. In 
the United States, the credit is nonrefundable, so that a family's maxi 
mum credit is its tax bill. In Canada, the maximum deduction is two- 
thirds of the income of the parent with lower earnings. Each credit has 
a maximum exemption per child. The U.S. credit allows a family to 
claim expenses of up to $2,400 for one child and $4,800 for two or 
more children. The maximum exemption for the Canadian deduction 
is more generous: in 1989, it allowed up to $3,000 for each child under 
age 7 and $1,500 for each child between 7 and 14. 5 In both countries, 
the subsidy is generally available to parents regardless of the type of 
child care used, with some minor restrictions. In Canada, the child- 
care provider cannot be a member of the immediate family or a relative 
under age 21, and the caregiver must provide a receipt. In addition, the 
taxpayer must be employed, operating her own business, or working on 
a research grant to receive the credit. In the United States, the credit is 
available only to parents who work or are looking for work and taxpay 
ers who claim the credit must provide the name, address, and an identi 
fication number of the caregiver.
The primary difference in the two plans is the relationship between 
allowable expenditures and the amount of the credit. In Canada, child- 
care expenses up to the maximum allowable amount are deducted from 
a parent's taxable income, so that a taxpayer essentially receives a
38 Michalopoulos and Robins
rebate at her marginal tax rate. 6 In the United States, the credit also 
depends on family income but is not directly related to the tax rate. For 
families with income below $10,000, the credit is 30 percent of allow 
able expenditures. The credit rate declines gradually to 20 percent for 
families earning more than $28,000. As a result, the maximum credit 
declines as income increases in the United States, but increases (with a 
parent's earnings) in Canada, along with the marginal tax rate.
To compare the tax-based subsidies in the two countries, we calcu 
lated the amount that a family would receive under a variety of circum 
stances: if they paid $1 for child care for each hour the mother worked, 
if the husband earned $50,000 per year, if the family had one child 
under age 7, and if they took standard deductions and filed jointly in 
the United States. Figure 1 summarizes these calculations. The tax- 
based subsidy is shown for each country for up to 2,500 hours worked 
per year by the mother at two wage rates—$5 per hour and $20 per 
hour. For the lower wage earner, the U.S. credit is more generous. A 
woman has to work only about 250 hours (earning $1,250) in order to 
be eligible for some credit and would receive more than $500 per year 
if she worked full time. In contrast, because a Canadian mother can 
claim a larger amount of nontaxable earnings, she would have to work 
1,000 hours before having to pay taxes and hence be eligible for a tax 
subsidy and would receive about $300 per year if she worked full time. 
For the higher wage earner, the Canadian system appears to be more 
generous, providing about $700 per year for a full-time worker, while 
the U.S. credit provides about $400 for a full-time worker. Similar cal 
culations for larger families and for families with higher spousal 
income reveal the same pattern: the Canadian system is more generous 
for higher-earning families, but less generous for lower-earning parents 
because the marginal subsidy rate in the United States is lower for fam 
ilies with higher income, while the marginal subsidy rate in Canada is 
tied directly to the marginal tax rate.
Provincial and State Subsidies
Every Canadian province has an income-tested subsidy provided 
directly to a family's licensed child-care provider. Table 1 summarizes 
key features of the provincial subsidies in 1991. As is obvious from the 
table, the subsidies vary in generosity and eligibility from province to
Figure 1 Federal Child-Care Tax Subsidies in Canada and the United States
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SOURCE: The Childcare Resource and Research Unit 1993.
a All Canadian expenditure numbers were converted to U.S. dollars using an exchange rate of 0.75 U.S.$ per Can$.
b The turning point is the income level at which a family is no longer eligible for the full subsidy. The break-even point is the income
level at which the family is no longer eligible for any subsidy. For Ontario, the break-even point and turning point are not uniform
across the providence. The numbers provided are the median in Toronto. 
c Maximum subsidy is for an infant, generally less than 2 years old, in a center. For some provinces, the maximum subsidy depends on
the provider's fee. These are marked "NA."
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province. A family is potentially eligible for the full subsidy as long as 
its income is below the turning point (the income level at which the 
family is no longer eligible for the full subsidy). 7 As a result, in British 
Columbia and Alberta, a two-parent family with two children can earn 
more than $17,000 per year and still be potentially eligible for the full 
subsidy. In contrast, Newfoundland and Labrador will pay the full sub 
sidy only to families with less than $8,250 in annual earnings. A fam 
ily is potentially eligible for some subsidy until its income reaches the 
break-even point. As a result, a family can potentially earn more than 
$30,000 per year in Manitoba, Saskatchewan, and Quebec before it 
loses eligibility for provincial subsidies. In contrast, a family in New 
foundland is ineligible for the subsidy if it earns $14,250 or more per 
year.
In the United States, individual states also subsidize child care. 
Each of the states subsidizes child-care expenses for welfare recipients 
and provides funds to match federal Title XX Social Services Block 
Grants. In addition, many of the states provide subsidies directly to 
parents through state income tax child-care credits. In 1989, 28 states 
had such credits (Robins 1991). Like the federal income tax credit, 
most states' credits are nonrefundable. Only two states, New Mexico 
and Minnesota, had refundable credits. As a result, poor families with 
working parents were eligible for meager subsidies, as is the case for 
the federal tax credit. The maximum credit also varies considerably, 
from a high of $1,440 in Minnesota and $1,200 in New Mexico to a 
low of $39 per year in Arizona.
In general, the provinces appear to provide more generous subsi 
dies per capita than do the states. In 1992, the provinces spent $353 
million for subsidies to providers of needy children, the federal gov 
ernment contributed another $225 million for this subsidy through the 
CAP program, and the provinces spent another $226 million in other 
subsidies for providers (Child Resource and Research Unit 1993). 
Among the larger provinces, Ontario spent more than $100 per child 
under 12, British Columbia about $74, and Quebec about $40. In con 
trast, in 1985, the states spent a comparatively small $1.5 billion on 
child-care services (in 1992 dollars), including federal contributions, 
and another $350 million on income tax credits for child care (Robins 
1991). California was the most generous state, spending nearly $80
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per child under 12. Other large states spent much less, ranging from 
$16 per child under 12 in Texas to $65 in New York. 8
Provincial and State Child-Care Regulations
While the federal governments provide funds for subsidizing child 
care, the states and provinces have individual regulations on both fam 
ily providers and center care. These regulations take a number of 
forms, including background checks on providers, training require 
ments, and minimum education requirements. In this section, we 
focus on three of the regulations that are most common: the maximum 
number of children that a family provider can care for before being 
subject to regulation, the child-to-staff ratios for family providers and 
centers, and the maximum number of children for which a regulated 
family provider or center can provide care.
Figures 2 through 6 summarize and compare the percentage of 
children subject to several types of regulations. For example, Figure 2 
shows the maximum number of children allowed in family day care. 
The lines in Figure 2 show the proportion of children under age 13 who 
live in states or provinces with a given regulation. About 25 percent of 
all Canadian children live in provinces which prohibit more than five 
children in family day care, while only about 5 percent of U.S. children 
live in states with such a stringent regulation.
According to all five figures, Canada appears to have more strin 
gent child-care regulations. 9 Consider Figure 2 again. Among the 
states that regulate family providers, only the District of Columbia, 
Florida, Oklahoma, Alaska, and Massachusetts limit family providers 
to six or fewer children. In contrast, provinces representing about 65 
percent of children (including Ontario and Quebec) have such stringent 
regulations. Most of the large states allow 12 or more children, includ 
ing California, New York, Texas, Illinois, Michigan, and North Caro 
lina.
All the provinces and most of the states limit the child-to-staff 
ratio. Figures 3 and 4 summarize the maximum number of children 
that the states and provinces allow in day-care centers for 18-month- 
old children and 4-year-old children, respectively. Again, Canada 
appears to have much more stringent regulations. Nearly half of all 
Canadian 18-month-old children live in provinces which allow no
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Figure 2 Maximum Number of Children Allowed in Family Day Care 
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Figure 4 Child-to-Staff Ratio for 4-Year-Old Children in Center Care 
(Percentage of Children Covered)
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Figure 6 Maximum Group Size for 4-Year-Old Children 
in Center Care 
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more than three children per group. In contrast, among the United 
States, only Maryland has such a stringent regulation. While no Cana 
dian province allows, more than six 18-month-old children per staff 
member, nearly 40 percent of U.S. children live in states which allow 
more than six children. The pattern is the same for 4-year-old children 
(Figure 4). While more than 90 percent of Canadian children live in 
provinces which prohibit more than eight children per staff member, 
fewer than 5 percent of U.S. children live in such states.
Most states and provinces also limit group size in center care. Fig 
ures 5 and 6 summarize these regulations for 18-month-old children 
and 4-year-old children, respectively. Once again, Canadian regula 
tions appear more restrictive. Except for Prince Edward Island, New 
Brunswick, and Saskatchewan, which do not regulate group size, all 
provinces prohibit groups of 18-month-old children with more than 14 
children. In contrast, nearly half of U.S. children live in states with no 
group-size regulations or regulations that allow more than 14 children. 
For 4-year-old children (Figure 6), more than 50 percent of children—
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including those living in Ontario, Manitoba, and Alberta—live in prov 
inces that cap the group size at 16. In contrast, no state prohibits 
groups smaller than 19, and more than half of children live in states 
with no group-size regulation.
CHILD-CARE CHOICES AND PRICES— 
A DESCRIPTIVE ANALYSIS
Data
This section describes the child-care choices made by U.S. and 
Canadian families and the child-care prices faced by those families. If 
Canadians are making different choices, then further investigation 
might be warranted to determine how those choices are affected by 
price, public policies, and other economic factors. However, even if 
choices are the same, differences in economic circumstances might be 
contributing to this similarity.
To examine these issues, we use data from two national surveys of 
families with children under age 13. For the United States, we use the 
National Child Care Survey of 1990 (USNCCS). The USNCCS con 
tains information on a nationally representative sample of U.S. families 
with children under age 13. Families were chosen from phone lists in 
100 counties and county groups, and interviews were conducted if the 
family had a child under the age of 13. To make the sample nationally 
representative of families with young children, the 100 counties were 
randomly selected, with a probability of selection proportional to the 
number of children under 5 in the county. Information was obtained on 
child-care choices and expenditures, as well as labor-market behavior, 
income, and demographics. 10
For Canada, we use the National Child Care Survey of 1988 
(CNCCS). The CNCCS was a supplement to the Canadian Labour 
Force Survey, a nationally drawn survey of labor-market activity. As 
with the USNCCS, the CNCCS uses a multistage stratified sampling 
technique to obtain information for families with children under the 
age of 13. Because the survey is a supplement to the Canadian Labour 
Force Survey, its sample is designed to be representative of the labor
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force, not families with young children. In addition, in order to obtain 
accurate information on sparsely populated areas, families from small 
provinces are oversampled. As with the USNCCS, information was 
collected on child-care choices and expenditures, labor-market behav 
ior, income, and demographic characteristics."
A drawback to the CNCCS is that it contains limited information 
on earnings and wages. Annual household income, as well as income 
for parents, is reported in ranges of $7,500, with a top range of $45,000 
and higher. Hourly wages are not reported, and calculation of hourly 
wages based on categorical income would result in sizable measure 
ment error. Because hourly wages are a key component in analyzing 
employment and child-care choices, and because annual earnings are 
important for determining eligibility for child-care tax subsidies, an 
auxiliary part of our econometric analysis uses a second Canadian 
sample from the Labour Market Activity Survey (LMAS). 12 The 
LMAS provides information on hourly wages and hours of work for a 
subsample of parents in the CNCCS. Powell (1997) linked the 
CNCCS and the LMAS.
Primary Child-Care Choices
In both child-care surveys, parents were asked for the primary, sec 
ondary, and tertiary choices of child care for each child. In this paper, 
we focus on the primary child-care choice. Table 2 presents the distri 
bution of primary child-care choices in the USNCCS and the full sam 
ple of the CNCCS for children less than 13 years of age. Although 
U.S. families who were surveyed were given different options than 
Canadian families, we place choices into seven groups: care by a par 
ent at home or at work, care by a relative in the child's home, care by a 
relative outside the child's home, care by someone other than a relative 
in the child's home, care by someone other than a relative outside the 
child's home, center-based care, and other. 13
As Table 2 indicates, child-care choices are remarkably similar in 
the two countries. 14 Canadian parents are slightly less likely to take 
care of the children themselves or to use center care; they are slightly 
more likely to use other types of care. Although the magnitude of the 
differences is generally small, the sample sizes are large enough so that 
all but one of the differences are statistically significant.
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Table 2 Distribution of Primary Child-Care Choices in Canada and the 
United States, Children 0-12 Years Old
United States (%) Canada (%) 















child's home 7.5 7.8 0.9
Non-relative, inside
the child's home 3.1 5.8 11.7*
Non-relative, outside 
the child's home 7.2 105 9.9*
Self-care and other 4.7 3.2 5.8*
SOURCE: Statistics Canada's National Child Care Survey of 1988 and The Urban
Institute's National Child Care Survey of 1990. 
a Mest that the probability is the same between countries. The chi-squared statistic for
the test of the hypothesis that the distributions are the same: 261.3* 
* Difference between Canada and the United States is significant at the 5% level.
Although the primary choices are similar between the two coun 
tries, there are some important underlying differences. Tables 3 and 4 
show the choices of care by the age of the child and the mother's 
employment status. From previous research, we know that mothers 
who work full time are more likely to use center care, which tends to 
be a more stable source of care. Mothers who do not work are gener 
ally more likely to rely on their own care. We also expect child-care 
arrangements to differ with the age of the child. Infants are more likely 
to be cared for by their parents or by relatives or non-relatives in the 
child's home. Older children are much more likely to be cared for in 
centers.
According to Table 3, the most striking differences between Cana 
dian and U.S. children are in center care and care provided by the par-
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Table 3 Distribution of Primary Child-Care Choice by Child's Age in 
Canada and the United States (%)













































































































SOURCE: Statistics Canada's National Child Care Survey of 1988 and The Urban
Institute's National Child Care Survey of 1990. 
*Difference between the U.S. and Canadian percentages is significant at the 5% level.
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Table 4 Distribution of Primary Child-Care Choices by Mother's 
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SOURCE: Statistics Canada's National Child Care Survey of 1988 and The Urban 
Institute's National Child Care Survey of 1990. Employment status was determined 
by hours worked by the mother during the survey reference week, with full time 
denned as 35 hours or more.
*Difference between the U.S. and Canadian percentages is significantly different at the 
5% level.
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ents. Canadian preschool children of all ages are less likely than 
corresponding U.S. children to receive parent care as their primary 
care. Similarly, Canadian children who are less than 3 years old are 
less likely to be cared for in centers than are their U.S. counterparts. 
However, Canadian 5-year-olds receive quite different care than U.S. 
5-year-olds. About twice as many 5-year-old children in Canada are in 
center care as in parent care, while the proportions are reversed in the 
United States. For infants, the difference in parental care is made up 
for in Canada by use of relatives outside the child's home and non-rela 
tives inside the child's home.
Table 4 compares the child-care choices for children who live with 
their mothers and the hours worked by the mother in the week prior to 
the interview. The differences are even more striking in this table. 
While Table 2 indicates that Canadian families overall are slightly less 
likely to use center care, Canadian mothers who work full time (30 
hours or more per week) are much less likely to use center care than 
U.S. mothers. Only about 20 percent of Canadian mothers who work 
full time use center care, but more than 30 percent of U.S. mothers who 
work full time use center care. Equally striking is that Canadian moth 
ers who did not work are the most likely to use center care, and they 
are almost twice as likely as nonworking U.S. mothers to use center 
care. While Canadians overall use less parental care, this masks under 
lying differences across employment status. Both Canadian and U.S. 
mothers who work full time use parental care about 22 to 23 percent of 
the time. 15 In contrast, U.S. mothers who are not employed are much 
more likely to rely on their own care (69.2 vs. 48.3 percent).
Differences in use of center care partly reflect a difference in the 
surveys. In the USNCCS, school was not considered a source of care 
while, in the CNCCS, kindergarten was considered a source of care 
and grouped with center care. Therefore, 5-year-old Canadian children 
in kindergarten are considered to be in center care while 5-year-old 
U.S. children in kindergarten are assigned their secondary source of 
care. Likewise, Canadian children who are in kindergarten and who 
have unemployed mothers are considered to be in center care, while 
U.S. children who are in kindergarten and who have unemployed U.S. 
mothers are probably listed as being cared for by their parents.
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Price of Child Care
Differences in regulations should affect the price of care in the two 
countries. In addition, the very generous provincial subsidies to pro 
viders of children in needy families should decrease the price of care 
paid by parents in Canada. While the subsidies are paid only to 
licensed providers, they might also lower prices for relative care and 
unregulated day-care services because parents might be unwilling to 
pay much for unlicensed care if licensed care is available and inexpen 
sive.
Table 5 presents the results of tobit regressions of the price per 
hour of care paid for nonparental care for the youngest child under 6 in 
two-parent families. 16 The sample includes all families indicating that 
a particular type of care was used as the primary care. However, the 
sample is limited to the youngest child in each family since the most 
accurate information is collected for these children. 17
According to these results, U.S. families paying for care paid 95 
cents more per hour for center care, 72 cents more per hour for relative 
care, and 38 cents more per hour for non-relative care. 18 Because we 
use a tobit regression, these differences are most easily interpreted as 
the difference in hourly payments among parents who pay for care. In 
contrast, a simple comparison of mean hourly payments among parents 
paying for care (not reported) indicates that the United States pays 75 
cents more per hour for center care, 63 cents more for relative care, and 
6 cents less for non-relative care.
According to the estimated coefficients, more stringent regulations 
substantially affect the price of relative and non-relative care. Increas 
ing the maximum children in regulated family care lowers the price of 
relative and non-relative care by 20 and 6 cents per hour. In addition, 
relative and non-relative care in states in which this maximum is not 
specified are substantially cheaper. For center care, the child-to-staff 
ratio has little effect, while allowing the group size to increase by one 
child leads to a 1.8 cent increase in the hourly price.
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Table 5 Determinants of the Hourly Price of Child Care in Canada and 
the United States, Youngest Child Under 6 in Two-Parent 





Maximum children in regulated 
family care
Maximum children in regulated 
family care not specified
Maximum child-to-staff ratio
Maximum group size in center care
Maximum group size not regulated
Other variables
Age of child is under 1 year
Age of child is 1-2 years
Number of children under age 6 years
Number of children age 6-18 years
Lives in metropolitan area
Standard error of distribution
Number of observations
Average price of care (families 
paying for care) ($)
Percentage of families paying for care























































































* Significantly different from 0 at the 5% confidence level.
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THE EFFECTS OF TAX CREDITS AND PRICES ON 
EMPLOYMENT AND CHILD-CARE CHOICES
As discussed previously, child-care tax subsidies are different in 
the two countries, regulations are set by provinces and states, and prov 
inces provide generous subsidies for children in needy families. These 
differences in policy have some testable implications. Greater subsi 
dies for child care should encourage mothers of young children to 
work by expanding their choices of affordable child care. 19 Likewise, 
those subsidies should increase the likelihood of using nonparental 
care, which is often paid for. Stringent regulations should have the 
opposite effect. If licensed providers must comply with stringent regu 
lations, they will be forced to charge more for their services. Increased 
prices for market child care would presumably lower the likelihood 
that a mother with young children would work and that she would 
choose market forms of care. This section attempts to test some of 
these hypotheses more directly.
A Model of Employment and Child-Care Choices
A common approach to estimating child-care choices is to use a 
multinomial logit model (see Duncan and Hill [1975] and Hofferth and 
Wissoker [1992], for example). We use a similar approach. Specifi 
cally, we assume that a mother chooses how much to work and which 
child-care type to use to maximize her utility. 20 According to this 
notion, the mother's decisions will be influenced by prices of various 
child-care opportunities, her potential earnings and other income, her 
preferences, and her ability to produce child care in the home. Assume 
that the utility of the Mi individual, if she chooses employment state j 
and child-care mode k, is given by
Vtjk = StJk <* + PA P, + w, Sw + N, §2jk + X&jk + ey*
where
plk is the price per hour of child care mode k for mother /,
wt is the mother's hourly wage rate,
N, is her nonlabor income, which we limit to spouse's income, 21
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Sljk is the potential child-care tax credit she would receive if she
works at level j and chooses mode k 22 
X, are other characteristics of the mother, and 
£ljk is random component that is i.i.d. across mothers, modes of 
care, and employment choices.
In this model, the explanatory variables can be classified into three 
types. Tax-based child-care subsidies, which depend on both income 
and the amount spent on care, vary by work state and child-care mode. 
To identify the effects of subsidies, we force the effect of subsidies to 
be the same across employment states and child-care modes. In other 
words, an extra dollar of subsidy has the same effect on utility whether 
the parent is considering using center care or relative care and whether 
the parent is considering working full time or part time. It is the 
amount of the potential subsidy that varies across these choices. The 
price of child care is assumed to vary only by child-care mode, so its 
effect is assumed to be constant within an employment state. That is, if 
the cost of all forms of care increased by $1 per hour, it would not 
affect the relative probabilities of choosing a particular type of care, 
but it would affect the choice of how much the mother works because 
working would entail higher expenses. No other variables differ by 
child-care mode or employment state. These variables include eco 
nomic factors, such as the hourly wage rate and other sources of 
income, as well as demographic factors, such as the ages of the chil 
dren. The contribution of these factors is assumed to vary from choice 
to choice. For example, the effects on utility of having a 1-year-old 
child will be different if the parent stays home and cares for the child 
than if the parent works full time and puts the child in a center.
The mother chooses employment state j and child-care mode k if 
Vljk>Vllm for all / and m. If the eyjk have an extreme value distribution, 
the probability of working is given by the logistic distribution function. 
To implement this model, we let j take on three values: 0 if the mother 
did not work in the week prior to being interviewed, 1 if she worked 
part time (fewer than 35 hours) in the week prior to being interviewed, 
and 2 if she worked full time (35 or more hours in the week prior to 
being interviewed). 23 We let k take on four values: 0 for parent care, 1 
for relative care, 2 for non-relative care, and 3 for center care. 24
To identify the effects of prices, wages, and tax credits in this 
model, we also assume:
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Ptjk = bok + bi^ + b2kRegu + ul}k 
w, = c0 + c lXl + c^Age, + c ̂ Education l + v,
where
pljk is the price paid by family i, living in state/province j, choos 
ing child care mode k,
ReglJ are child care regulations in i's state/province, and 
Age and Education are used to represent the human capital of 
mother i.
Under this specification, we identify the effects of prices by allow 
ing local regulations to affect prices but not to directly affect employ 
ment or child-care choices. We identify the effects of wages by 
allowing age and education of the mother to affect only wages but not 
employment or child-care choices directly. 25
A number of calculations are necessary in order to estimate these 
relationships. The price a family pays for child care is endogenous: the 
family may choose to pay a high price in order to receive high quality 
care. In addition, we do not know what a family would have had to pay 
for types of care that it did not use. Therefore, we use the results of 
Table 5 to predict the price of three types of child care: relative care, 
non-relative care, and center care. First, we use the regression results 
to predict an hourly price for each type of care. For all predictions, we 
simulate the full distribution of prices by adding a random component 
to each predicted price, drawn from a normal distribution. The addi 
tion of these random components was originally suggested by Manski 
and Lerman (1977) as a possible means of avoiding the inconsistency 
of parameter estimates that results from using predicted values in a 
nonlinear regression. Because we use tobit analysis, there is a natural 
method of predicting whether a family would pay for care: if the pre 
dicted price for a family is negative, we assume the family would 
receive free care of that type.
We also predict wages for all women. 26 We do this for several rea 
sons. As for child-care prices, potential wage rates are not known for 
mothers who do not work. In addition, we calculate wage rates in Can 
ada from earnings and hours worked. Since this calculation introduces
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measurement error, an instrumental variable approach is indicated. 
Finally, wage rates might be endogenous to employment decisions. 
Women who choose to work full time are likely to receive higher 
wages than those who work part time simply because employers will 
offer higher wages to anyone who is willing to work full time. Women 
who are receiving higher wages are likely to be those who are more 
committed to the labor market, who have accumulated human capital 
over time, and therefore are more likely to continue working regardless 
of the wage they could receive.
The third calculation is of the potential tax-based subsidy for 
which a family would be eligible. 27 As with prices and wages, this 
measure is endogenous because it depends on child-care expenditures 
and either total family income (in the United States) or earnings of one 
of the parents (in Canada). Also, as with some prices and wages, the 
tax-based subsidy for an individual is unobserved. To calculate the 
tax-based subsidy, we assume that a mother will work either 0, 20, or 
40 hours per week, depending on whether she does not work, works 
part time, or works full time; we assume that she works each week of 
the year; and we assume that she uses a particular child-care type for 
all children under 6 for each hour that she works. 28
This model focuses on the decisions of the mother, taking the deci 
sions of other family members as given. In particular, only the earn 
ings of the father are considered, and it is assumed to be exogenous. 
This implies that the utility of other household members does not enter 
directly into the decision-making process, an assumption that is valid if 
family labor supply decisions are made sequentially, with the family 
first determining the work status of the father, and then determining 
hours supplied by the mother. In theory, the labor supply of a husband 
and wife are likely to be made simultaneously. Mroz (1988), however, 
provides some evidence that other income—primarily from the hus 
band—is exogenous to the wife's labor supply.
Differences in Choices and Explanatory Variables by Country
Before turning to the econometric results, we present the distribu 
tion of child-care and employment choices as well as the means of 
explanatory factors used in the econometric analysis in Table 6. The 
sample used in Table 6, as well as the econometric analysis, consists of
58 Michalopoulos and Robins
Table 6 Sample Means of Variables Used in Econometric Analysis of 
Child-Care and Employment Choices, Married U.S. and 
Canadian Mothers of Children Under 6 Years Old
Variable
Distribution of employment and child-care choices



















Predicted annual subsidy ($)
Full-time worker using center care
Full-time worker using non-relative
Full-time worker using relative
Part-time worker using center care
Part-time worker using non-relative
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Variable
U.S. family (%)
Child is less than 1 year old (%)
Child is 1-2 years old (%)
Number of children under age 6







Black (U.S.A. only, %)
Hispanic (U.S.A. only, %)
Lives in urban area (%)



































two-parent families in which the youngest child is under age 6. Child- 
care choices are shown for the youngest child in these families, so that 
each family enters the calculation only once. Knowing the differences 
between countries will be useful in assessing the impact of various fac 
tors on differences in employment and child-care choices in the two 
countries.
The first part of Table 6 shows the percentage of mothers making 
each of the 12 possible choices. This table differs from Table 4 in two 
ways. First, the sample is different, consisting of choices for youngest 
children under 6, whereas Table 4 shows results for all children under 
6. Second, the first part of Table 6 shows the overall distribution of 
choices, whereas Table 4 showed child-care choices given the mother's 
employment status. According to the first part of Table 6, U.S. mothers 
are more likely than Canadian mothers to work full time but less likely 
to work part time or to not work. Most of the difference in full-time
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employment is reflected in the greater use of center care by full-time 
working U.S. mothers (10.8 vs. 4.8 percent). Although fewer Canadian 
mothers work full time, more work full time and use non-relative care 
(10.2 vs. 8.5 percent). Likewise, while fewer U.S. mothers do not 
work or work part time, more U.S. mothers both do not work and use 
parent care (33.6 vs 27.7 percent) and work part time and use parent 
care (9.2 vs. 8.2 percent), indicating that Canadian mothers working 
less than full time are more likely to use other sources of care.
Table 6 next shows the mean predicted hourly price of care, by 
type of care. The means in Table 6 include both families that are pre 
dicted to pay nothing for care and those predicted to pay something. 
According to Table 6, center care and non-relative care for the entire 
sample are equally expensive, at about $1.70 per hour. Since relative 
care is so often free, the cost of using relative care is about $1.00 less 
per hour. While the means for center and non-relative care are similar 
in the United States, Canadians are predicted to pay just over $1.00 for 
center care—only about $0.10 more than for relative care—but still 
pay $1.76 for non-relative care. Canadians are predicted to pay less, 
on average, for center care because fewer Canadians are predicted to 
pay anything for center care (49 vs. 69 percent, numbers not shown).
Table 6 then shows the mean of predicted tax-based subsidies for 
six possible combinations of work (full-time and part-time) and child 
care (center, non-relative, and relative). 29 Differences in subsidies 
across countries reflect not only differences in prices but differences in 
the tax structures of the two countries. First, full-time working Cana 
dian mothers are predicted to receive lower subsidies if they use center 
care because the price of center care is predicted to be lower in Canada. 
However, full-time working Canadian mothers who use either relative 
care or non-relative care are predicted to receive about the same tax- 
based subsidies as U.S. families. In contrast, Canadian mothers who 
work part time are predicted to receive lower average subsidies regard 
less of the type of care they use. This stems from the primary differ 
ence in the tax code between the two countries: U.S. couples can file 
jointly so that the wife's earnings in a two-earner family might be con 
sidered fully taxable, whereas Canadian couples file individually, so 
that a part-time working mother in Canada pays little tax (and hence 
receives a lower child-care tax subsidy) after the nonrefundable per 
sonal credit is deducted from her income.
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The remainder of Table 6 presents differences in other explanatory 
factors. Several features are worth noting. The age distribution of chil 
dren and the number of children is similar between countries. Roughly 
one-quarter of the sample have children less than 1 year old and 
roughly two-fifths have children between the ages of 1 and 2. Earn 
ings of Canadian men are more equally distributed than earnings of 
U.S. men. Among U.S. husbands, 18.6 percent earned less than 
$15,000 per year, while 20.9 percent earned more than $45,000 per 
year. In contrast, only 8.7 percent of Canadian husbands earned less 
than $15,000 per year, and only 8.3 percent of Canadian husbands 
earned more than $45,000 per year. This finding of greater inequality 
in the United States corresponds with that of Blackburn and Bloom 
(1993), who found that the variance of male annual earnings in the 
United States in the late 1980s was about 10 percent higher than it was 
in Canada (0.32 vs. 0.29). Finally, predicted wages are similar, with 
U.S. women earning about 60 cents more per hour than Canadian 
women. 30
Determinants of Whether a Mother Works
Table 7 presents estimates of the effects of prices, income-tax 
based subsidies, and demographic characteristics on the probability 
that a mother in the sample worked full time, worked part time, and did 
not work in the week prior to being interviewed. 31 The numbers in 
Table 7 are the product of the derivative of the probability of working 
times the mean difference in characteristics between women in the two 
countries. The numbers give a sense of the expected impact of differ 
ences in the average characteristics of the two samples and policies in 
the two countries. Some characteristics might be important in explain 
ing different choices by different families (i.e., have an estimated coef 
ficient that is significantly different from zero) but still not be 
important in explaining different average choices by country if families 
in the two countries are similar with regard to these characteristics. On 
the other hand, some characteristics might be quite different between 
countries, but not important in explaining a family's choices, and again 
not contribute to explaining the differences across countries. Only if a 
characteristic meets both criteria—significantly explains an individual
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Table 7 Estimated Impact of Economic and Demographic Differences on 
the Distribution of Primary Child-Care Choice between Canada 




of working of working of not
full time part time working
Percentage point difference in 
probability between U.S. and 
Canadian families
Estimated impact of 
U.S. family (%)b 
Annual subsidy (000's of dollars) 
Full-time worker using center care
Full-time worker using 
non-relative
Full-time worker using relative 
Part-time worker using center care
Part-time worker using 
non-relative
Part-time worker using relative 




Child is less than 1 year old 
Child is 1-2 years old 






$40,001 and higher 
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Variable
Hispanic (U.S.A. only, %)
Lives in urban area (%)























a Except for the first two rows, the data represent the product of the derivative of the 
probability of working times the mean difference in characteristics between women 
in the two countries. See text for a complete explanation and examples.
b Estimated average difference in behavior between countries from the regression (i.e., 
after controlling for prices, wages, etc.). See text for complete explanation.
family's choices and is substantially different between the two coun 
tries—will it help explain different employment choices.
The interpretation of the results in Table 7 can be made clearer 
using an example. The first row of Table 7 shows the raw differences 
in behavior (as implied by Table 6). Thus, it indicates that the propor 
tion of U.S. mothers working full time is nearly 7 percentage points 
higher than it is for Canadian mothers, the proportion working part 
time is nearly 4 percentage points lower in the United States than in 
Canada, and the proportion of women not working in the United States 
is about 3 percentage points lower than it is in Canada. The second 
row of Table 7 shows the estimated average difference in behavior 
between countries from the regression (i.e., after controlling for prices, 
wages, and so on). As a result, the difference between the first row and 
the second row indicates how much these economic and demographic 
factors can explain different average choices in the two countries. The 
estimates imply that U.S. mothers are 9 percentage points more likely 
than Canadian mothers to work full time, nearly 7 percentage points 
less likely to not work, and only about 2 percentage points less likely to 
work part time. Thus, our model implies that if conditions and charac 
teristics were the same in the two countries, the gap in full-time 
employment and not working would be even bigger than it is now.
Subsidies and prices do not help explain different employment 
probabilities, despite the fact that U.S. families using center care pay 
substantially more than Canadian families and the fact that the tax-
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based subsidy is more generous for part-time working mothers. Since 
subsidies are most different for families who use center care (because 
prices of center care are most different between the two countries), 
they have their largest effect on families who use center care. How 
ever, even this effect is small. The greater subsidy available to women 
employed full time and using center care would affect the difference in 
the proportion working full time by only 0.11 percentage points and 
the percentage not working by 0.07 percentage points. The greater sub 
sidy available to women employed part time and using center care 
would affect the difference in the proportion working full time by 0.15 
percentage points and the proportion not working by 0.10 percentage 
points. Likewise, differences in prices have virtually no effect, at most 
changing the gap in the proportion not working by only 0.05 percent 
age points.
Of the economic and demographic characteristics, only two have a 
substantial impact on employment choices: having a spouse with earn 
ings over $40,000 and being a black U.S. resident. U.S. women are 
more likely to be married to men earning more than $40,000 per year. 
If Canadian women were just as likely as American women to be mar 
ried to such men, the proportion of women working full time would 
decrease by 1.72 percentage points, the proportion working part time 
would decrease by 1.17 percentage points, and the proportion not 
working would increase by 2.89 percentage points. The other charac 
teristic that has a substantial relationship to employment is race. If the 
U.S. population were completely non-black, then about 1.2 to 1.3 per 
cent would shift from full-time work to part-time work.
Determinants of Child-Care Choice
Tables 8 through 10 are analogous to Table 7, but they show which 
factors affect the primary child care used for the youngest child in two- 
parent families with children under 6 years old for the various classes 
of workers. The three tables show the predicted effects of various fac 
tors on child-care choices of families with mothers who are employed 
full time (Table 8), employed part time (Table 9), and not employed 
(Table 10). In each table, child-care choices are placed into four cate 
gories: care by the parent, care by another relative, non-relative care, 
and center care. 32









Table 8 Estimated Impact of Economic and Demographic Differences on 
the Distribution of Primary Child-Care Choices between Canada 
and the United States, Families with Mothers Working Full Time 
and Children under 6a
Probability 
Probability Probability of using Probability
of using of using non-relative of using 
Variable center care relative care care parent care
Percentage point difference in 
probability between U.S. and 
Canadian families
Estimated impact of 
U.S. family (%)b
Annual subsidy (000's of 
dollars)
Full-time worker using 
center care
Full-time worker using 
non-reltive
Full-time worker using 
relative
Part-time worker using 
center care
Part-time worker using 
non-relative
Part-time worker using 
relative




Child is less than 1 year old 
Child is 1-2 years old
Number of children under 
age 6































































Black (U.S.A. only, %)
Hispanic (U.S.A. only, %)
Lives in urban area (%)























































a See Table 7 notes and the text for explanation of values.







Table 9 Estimated Impact of Economic and Demographic Differences on 
the Distribution of Primary Child-Care Choice between Canada 
and the United States, Families with Mothers Working Part Time 
and Children under 6a
Probability 
Probability Probability of using Probability
of using of using non-relative of using 
Variable center care relative care care parent care
Percentage point difference in 
probability between U.S. and 
Canadian families
Estimated impact of 
U.S. family
Annual subsidy (000's of 
dollars)
Full-time using center care
Full-time using non-relative
Full-time using relative
Part-time using center care
Part-time using non-relative
Part-time using relative 




Child is less than 1 year old 
Child is 1-2 years old
Number of children under 
age 6
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Table 9 (continued)
Variable
Black (U.S.A. only, %)
Hispanic (U.S.A. only, %)
Lives in urban area (%)



































' See Table 7 notes and the text for explanation and examples.









Table 10 Estimated Impact of Economic and Demographic Differences 
on the Distribution of Primary Child-Care Choice Between 
Canada and the United States Families with Mothers Not 
Working and Children Under 6a
Probability 
Probability Probability of using Probability
of using of using non-relative of using 
Variable center care relative care care parent care
Percentage point difference in 
probability between U.S. and 
Canadian families
Estimated impact of 
U.S. family
Annual subsidy (000's of 
dollars)
Full-time using center care
Full-time using non-relative
Full-time using relative
Part-time using center care
Part-time using non-relative
Part-time using relative 




Child is less than 1 year old 
Child is 1-2 years old
Number of children under 
age 6
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Table 10 (continued)
Probability 
Probability Probability of using Probability
of using of using non-relative of using 
Variable center care relative care care parent care
Black (U.S.A. only, %)
Hispanic (U.S.A. only, %)
Lives in urban area (%)






















a See Table 7 notes and the text for explanation and examples.
The results in Tables 8 and 9 imply that economic and demo 
graphic differences explain little of the differences between Canadian 
and U.S. child-care choices. For example, U.S. mothers are about 6 
percentage points more likely than Canadian mothers to work full time 
and use center care. Economic and demographic differences alter this 
gap by about 1.76 percentage points; if economic and demographic 
characteristics were the same in the two countries, U.S. mothers would 
be 7.77 percentage points more likely to work full time and use center 
care. Among women working full time, only one factor explains even 
a 1-percentage-point difference in choices: if all U.S. women were 
non-black, then 1.07 percentage points fewer would work full time and 
use relative care. Likewise, among women working part time, only 
one factor explains even a 1-percentage-point difference in choices: the 
greater concentration of Canadians in urban areas lowers the difference 
in use of relative care by 1.57 percentage points and lowers the differ 
ence in use of parent care by 0.62 percentage points
The model does a better job at explaining differences in choices of 
care among women not working (Table 10). In particular, use of rela 
tive care and parent care by mothers who do not work is quite different 
after adjusting for demographics, prices, wages, and subsidies. The 
most important demographic and economic characteristics appear to be 
spouse's earnings, race, and urban status. If as many Canadian hus 
bands had earnings of more than $40,000, the difference in use of cen 
ter care and non-relative care would be about 1 percentage point
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greater. If no U.S. mother were black, the difference in use of relative 
care and parent care would change by about two-thirds of a percentage 
point. Likewise, if no U.S. mothers were Hispanic, the percentage 
using relative care would change by about 1.5 percentage points, while 
the percentage using non-relative care or parent care would change by 
about two-fifths of a percentage point. If Canadians and U.S. popula 
tions were equally urbanized, the difference in use of center care would 
change by about 1 percentage point, while the use of relative care 
would change by nearly 2 percentage points.
CONCLUSIONS
This chapter has used national child-care survey data in Canada 
and the United States to compare employment and child-care choices 
in the two countries. Government programs are similar in the two 
countries. Both countries have nonrefundable subsidies for child care 
that operate through the federal income tax system. In both countries, 
states and provinces impose regulations on child-care providers with 
respect to child-to-staff ratios, maximum center size, and screening 
procedures.
Overall, the employment and child-care choices of Canadian fami 
lies are quite similar to those of U.S. families. In both countries, about 
40 percent of mothers do not work and nearly 20 percent of mothers 
work part time. In both countries, more than 50 percent of parents pro 
vide primary care for their children, about 10 percent use center care, 
and about 15 percent use family care. However, Canadian families pay 
substantially less for center care than U.S. families. In addition, the 
subsidy through the federal tax system in Canada is somewhat more 
generous to full-time workers than the federal tax credit in the United 
States. We are unable to find strong evidence that subsidies and prices 
are important determinants of employment and child-care choices in 
the two countries. The factors that seem to be the most important 
causes of differences in employment and child-care choices are the 
husband's earnings (particularly in families where the husband earns 
more than $40,000 per year), race/ethnicity, and geographic location.
72 Michalopoulos and Robins
However, the bulk of the differences between the two countries are not 
explained by the variables included in our empirical model.
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1 To infer the effects of subsidies on quality, Michalopoulos, Robins, and Garfmkel 
assume that the hourly price of child care is directly proportional to quality. This 
is true only if child-care markets are perfectly competitive, if there are no differ 
ences in costs from place to place, if parents have full information about the care 
their children receive, and if quality is best measured by the parents' preferences 
regarding alternative sources of care. In contrast, a child-development expert 
might argue that quality can be measured only by looking at inputs which are 
known to enhance the child's development. For an excellent overview of quality 
and child care, see Blau (1991).
2. Because of its highly developmental nature, Head Start is not always placed in the 
category of child-care programs.
3. Robins (1991) estimates that the U.S federal government spent about $550 mil 
lion on the Title XX Social Serices Block Grant in 1985. The Consumer Price 
Index increased 34.5 percent between 1985 and 1992. If expenditures have just 
kept pace with inflation, Title XX grants would have totaled about $740 million in 
1992.
4. These subsidies are the result of an income tax deduction, since child-care expen 
ditures are deducted from taxable income.
5. For 1993, this was changed to a maximum deduction of $3,750 for each child 
under the age of 7 and for each handicapped child under the age of 15, and up to 
$2,250 for each child between the ages of 7 and 14.
6. The Canadian federal tax code does not allow joint returns. In a two-parent fam 
ily, the parent with the lower income claims the child-care deduction. For the 
analysis of this paper, we assume the mother is always the parent claiming the 
deduction.
7. Not all families who are income eligible receive the subsidy described in Table 1. 
First, the subsidy is not an entitlement; each province has a limited amount of 
money allocated to subsidies Second, as the table implies, each province has a 
maximum expenditure level that will be subsidized. Finally, each province has
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social criteria for eligibility, such as requiring employment or training. As a 
result, there is evidence that 80 percent of child-care subsidies goes to single-par 
ent families.
8. The source for these numbers is Robins (1991), who reports state expenditures per 
child under 18. since there are approximately two children under 12 for every 
three children under 18, we multiplied the per-child expenditures by 1.5 to make 
them comparable to the Canadian expenditures. In addition, the amounts have 
been inflated by 34.5 percent to account for the change in the Consumer Price 
Index between 1985 and 1992.
9. Stringent regulations are unlikely to affect the quality of child care if they are not 
enforced. We have no information about the relative enforcement of regulations 
in the two countries. In the United States, for example, Phillips and Mekos (1993) 
compared regulations in Georgia, Virginia, and Massachusetts. While Massachu 
setts had the most stringent regulations, its regulations were also most likely to be 
ignored. Nevertheless, child-to-staff ratios and group sizes were lower in Massa 
chusetts than in either Georgia or Virginia.
10. See Hofferth et al. (1991) for more details on this survey.
11. See Special Services Group of Statistics Canada (1992) for more information 
regarding sampling techniques and information contained in the survey.
12. To be specific, we use the subsample from the LMAS only in estimating the rela 
tionship between a mother's wages and her age, education, and location. The 
results of this exercise are used to predict wages for the entire CNCCS sample, 
allowing us to use the entire sample for the primary econometric analysis in the 
following section on the effects of tax credits and prices.
13. Canadian families were asked to classify care as kindergarten, school program, 
relative inside and outside the home, non-relative inside and outside the home, 
center-based, respondent, respondent's spouse at work, respondent's spouse at 
home, older sibling, and self-care. To arrive at our definitions, we defined center 
care as care in a center, kindergarten, or school program; we included older sib 
lings in relative care; and we defined parent care as care by the respondent or his 
or her spouse. U.S families were given a broader range of choices. However, 
preprocessing of the data by the Urban Institute resulted in classifications similar 
to ours: center care, relatives outside the home, relatives inside the home, in-home 
provider, family day care, parents, and others. For comparison with the Canadian 
data, we equated in-home providers with non-relatives inside the home and family 
day care with non-relative care outside the home. The USNCCS had one type of 
care, lesson care, with no equivalent in the CNCCS. For children for which lesson 
care was the primary mode of child care, we used the secondary mode of child 
care. Since nearly all children in lesson care were school-age and since we focus 
on preschool children in this paper, this difference should not substantially affect 
our results.
14. In all statistical results in this paper, sample weights are used to make the results 
indicative of national averages.
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15. This percentage might seem high, but two factors should be noted. First, parental 
care includes care by the father when the mother is working. Therefore, this cate 
gory includes couples who stagger their work hours so that one is always avail 
able to provide care. In addition, some families with mothers who work full time 
have fathers who work less than full time.
16. In these regressions we make no attempt to correct for selection bias. While Ribar 
(1992) and Kimmel (1994) have both found that price equations are sensitive to 
assumptions regarding selection bias, we are not confident that the standard cor 
rection procedures provide more credible results. Note that the tobit model 
accounts for the fact that many users of a particular form of care report a zero 
price.
17. In addition, if we included all children, we would have an unbalanced panel. This 
would add complexity to the estimation without yielding substantially different 
results. In an unreported set of regressions, the sample was not limited to the 
youngest child but included all children under 6. Results were nearly identical to 
those reported.
18. By grouping Canadian kindergartners into center care but U.S. kindergartners into 
parent care, we are probably exaggerating the differences in cost of center care 
between the two countries.
19. In addition, greater subsidies might increase the gross cost of care, leaving the 
average net cost the same. Thus, it is possible that subsidies would have only a 
distributional effect in a general equilibrium setting. The model estimated in this 
paper does not address this issue.
20. Either parent could provide parent care. Since most parents who stay out of the 
labor force to care for their children are women, we focus on the mothers' deci 
sions.
21. We limit nonlabor income to spouse's income for two reasons. First, the two pri 
mary alternative sources of income, asset income and welfare, are clearly endoge 
nous to the mother's employment choice. Second, spouse's income is the only 
nonlabor income included in both surveys.
22. A number of previous studies have assumed that price of child care or the hourly 
subsidy affects the decision by lowering the net hourly wage rate. This is equiva 
lent to forcing the parameter on price or the subsidy in our specification to be 
equal in magnitude, but opposite in sign, to the parameter on the wage rate. In 
contrast, our specification is more general and does not impose this restriction.
23. This procedure limits our analysis to the extensive margin, i.e., whether a mother 
works and, if she does work, whether she works part time or full time. An inter 
esting question is whether child-care prices and subsidies also affect the intensive 
margin, i.e., how many hours a working mother works. Powell (1997), for exam 
ple, finds that, for Canadian women, the elasticity of hours worked with respect to 
child-care prices is greater than the elasticity of participation.
24. Relative care includes relative care inside and outside the child's home. Family 
day care is defined as non-relative, noncenter care inside or outside the child's 
home.
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25. In addition, our predictions of wages and prices do not correct for selection, i.e., 
the possibility that workers might receive higher wage offers than nonworkers and 
that parents using a type of care might face lower prices than other parents. Other 
research (Chaplin et al. 1996) has suggested that results are sensitive to variables 
used to identify selection equations. It is beyond the scope of this paper to test the 
sensitivity of estimates to alternative selection procedures. Nonetheless, our 
results should be suggestive of the relative effects of prices, wages, and tax subsi 
dies on employment and child-care choices.
26. To predict wages, we use the estimated wage regression presented in Table Al (p. 
79). As in the case of prices, we add a random component to each predicted wage 
to simulate the full distribution of wages.
27. To measure the effects of subsidies, we focus on the federal child-care tax subsi 
dies in both countries. In particular, we ignore the state tax credits in the United 
States' and Canada's provincial subsidies to providers of children in needy fami 
lies. In addition, we ignore the direct effects of the many subsidies paid directly 
to providers. To the extent that these subsidies lower child-care prices paid by 
families, differences between subsidies will be reflected in differences in prices 
between the two countries. The effect of prices on child-care and employment 
choices will, therefore, include the indirect effect of subsidies paid to providers.
28. A common justification for assuming that women work either 0, 20, or 40 hours is 
that about three-fourths of all women either do not work or work exactly 40 hours 
per week. See, for example, Fraker and Moffitt (1988) or Hoynes (1993) for more 
discussion of the reasonableness of this assumption.
29. Predicted subsidies for nonworkers are zero since the tax-based subsidy in both 
countries requires recipients to work. In addition, we assume that parent care is 
free so that the tax-based subsidy would be zero for any family using parent care.
30. See Table Al (p. 79) for the wage regression used to predict wages. In this regres 
sion, the effects of age and education are constrained to be the same for Canadian 
and U.S. women. However, an alternative specification was tried in which age 
and education were allowed to have different effects on wages in the two coun 
tries. This specification produced the same conclusion that U.S. women earn 
somewhat more than Canadian women. In addition, a specification test could not 
reject the simpler, constrained specification in favor of the more general specifica 
tion.
31. Results of the logit regression are presented in Tables A3-A5, pp. 81-86.
32. In these tables, parent care is defined as any care by either parent, either in the 
home or at the place of work. Relative care is defined as care provided by a 
grandparent, sibling, or other nonparental relative. Informal non-relative care is 
care at a family day-care provider or care in the child's home. The excluded 
choice is parent care.
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Table Al OLS Regression of the Log of Hourly Wage for Mothers in the 













45 years old and older
Lives in metropolitan area
Race/ethnicity
French is native language




































a Number of observations: 2,963, standard errors in parentheses. 
* Different from 0 at the 5% confidence level.
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Table A2 Multinomial Logit Estimates of the Choice of Primary Child- 
Care and Employment Parameters Related to Child-Care 
Prices and Tax-Based Subsidies, Married Mothers of Children 
under 6 in the United States and Canada3
____________Variable _________ ______Estimate____
Annual subsidy (000's of dollars) 0.3004*
(0.0737)





Center care -0.0259 
_________________________________(0.0165)_____
SOURCE: Canadian National Child Care Survey of 1998, Labour Market Activity Sur 
vey of 1988, and The Urban Institute's National Child Care Survey of 1990.
a In the United States, if the primary care is listed as lesson, then the secondary care is 
used as primary care. The omitted category is parent care for nonworking mothers. 
The intercept includes white non-Hispanic, Canadian children 3-5 years old in fami 
lies with less than 20,000 Can$ in income. Standard errors in parentheses.
*Different from 0 at the 5% confidence level.
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Table A3 Multinomial Logit Estimates of the Choice of Primary Child- 
Care and Employment Parameters for Full-Time Employment, 
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Variable
Immigrant (Canada)


































SOURCE: Canadian National Child Care Survey of 1988, Labour Market Activity Sur 
vey of 1988, and The Urban Institute's National Child Care Survey of 1990.
a The omitted category is parent care for nonworking mothers. The intercept includes 
white non-Hispanic, Canadian children 3-5 years old in families with less than 
$15,000 in income. All amounts are in U.S. dollars. Standard errors are in parenthe 
ses.
* Different from 0 at the 5% confidence level.
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Table A4 Multinomial Logit Estimates of the Choice of Primary Child- 
Care and Employment Parameters for Part-Time Employment, 
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Variable
Immigrant (Canada)


































SOURCE: Canadian National Child Care Survey of 1988, Labour Market Activity Sur 
vey of 1988, and The Urban Institute's National Child Care Survey of 1990.
a The omitted category is parent care for nonworking mothers. The intercept includes 
white non-Hispanic, Canadian children 3-5 years old in families with less than 
$15,000 in income. All amounts are in U.S dollars. Standard errors are in parenthe 
ses.
*Different from 0 at the 5% confidence level.
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Table AS Multinomial Logit Estimates of the Choice of Primary
Child-Care and Employment Parameters for Non-Employment, 



































































































































86 Michalopoulos and Robins
Variable
Immigrant (Canada)


































SOURCE: Canadian National Child Care Survey of 1988, Labour Market Activity Sur 
vey of 1988, and The Urban Institute's National Child Care Survey of 1990.
a The omitted category is parent care for nonworking mothers. The intercept includes 
white non-Hispanic, Canadian children 3-5 years old in families with less than 
$15,000 in income. All amounts are in U.S. dollars. Standard errors are in parenthe 
ses.
*Different from 0 at the 5% confidence level.
